He keal Estate 
ANALYST = 


A concise easily digested periodic analysis based upon scientific research in real estate 
fundamentals and trends Constantly measuring and reporting the basic economic factors 
responsible for changes in trends and values. Current Studies Surveys Forecasts 


Copyright 1948 - by ROY WENZLICK & CO - Saint Louis Number 1 


Rea. EstTrate ECONOMISTS, APPRAISERS ANDO COUNSELORS 





Volume XVII 








REAL ESTATE IN 1948 


INSTON CHURCHILL once said, “I always avoid prophesying beforehand 

W because it is much better policy to prophesy after the event has already 

- taken place,” I thoroughly agree with the wisdom of his statement but, 

unfortunately, I find that I am expected at this season of the year to guess what is 
going to happen during the next twelve months, 


As I have turned over in my mind the various possibilities for 1948, I have found 
myself constantly coming back to two ideas which seem to me more or less funda- 
mental: 1, 1948 is an election year and no political party has yet shown a willingness 
to put principle above expediency in proposing policies or legislation, 2, No boom 
will last forever, 


| There are many self-evident things wrong with our economy, The fundamental 
a * reason for the rising spiral of wages and prices has been the increase in the supply 
of money and credit in relationship to the increase in the supply of goods, I believe 
it is absolutely fundamental that the way to stop the inflation of prices is to stop the 
inflation of currency and credit. In a period like the present many of the policies we 
are following seem to be more or less devoid of reason and so contrary to the policies 
required to restore a stable economy that only political motives can be ascribed to 
those who suggest them, The Democrats seem to be intent on re-election at all 
costs, and the President’s message to Congress on the state of the nation was filled 
with suggestions of value principally for securing votes in November, Ata time 
when the demand for consumption goods is above the capacity to produce and when 
risk capital needed in the expansion of industry to produce more goods and services 
is at an almost all-time low, he suggests a tax-cutting plan which will increase the 
money available for the purchase of consumption goods at the expense of the risk 
capital which is so badly needed to produce them, 


Sumner Slichter of Harvard recently wrote: “An expenditure of about $50 billion 
would be required to raise capital per worker to the level of 1929 and a considerably 
larger outlay to raise capital per worker to the level which would be normal in view 
of the long-term tendency of capital per worker to increase at the rate of about 2 per 
cent per year, The unsatisfactory rise in output per man-hour during the last year or 
two undoubtedly reflects in part the large amount of ancient and obsolete equipment 
| which is still in place and which must be used in order to give employment to the 

) present record-breaking labor force,” As a result of the shortage of this risk capital, 
es S production per man hour for the first time over a long period in the history of the 
United States has made no appreciable increase; in fact, in many lines at the present 
time production per man hour is considerably below the levels of a decade ago, 
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The Republicans with few exceptions have been afraid to tackle the fundamental 
ills in our economy for fear of alienating persons who otherwise might vote the 
Republican ticket in November, With the highest price in history for farm products 
we hear no suggestions from either major party nor even from Mr, Wallace regard- 
ing the economic illiteracy of continuing a farm parity program, Why support in any 
fashion prices which are already too high? 


In a period of unequaled national employment we are paying out in unemployment 
benefits larger amounts than we paid during the thirties, 


All economists know that inflexible prices which cannot be easily adjusted to a 
change in conditions are primary causes of recessions developing into major depres- 
sions, and yet we have attempted year after year through government rules and 
procedures to make our whole wage structure as inflexible as it can possibly be 
made, 


At a time that Europe and Asia need our goods we maintain high tariff barriers, 
preferring to give away our goods rather than to send these goods across the border 
for raw materials and finished products which could be given in exchange but which 
cannot be sold in the United States on an economic basis after paying a high tariff 
at the border. 


We have followed inflationary policies consistently since 1932 and then wonder 
why we get inflation, Every community unable to finance any project which it believes 
would help its citizens calls for a Federal subsidy in spite of the fact that the per 
capita wealth of the community might exceed the per capita wealth of the United 
States by many times, The assumption is that all of the people can afford to pay 
for something for a specific community which a wealthier group in that community 
knows it cannot afford, The illusion of something for nothing, financed through ever- 


increasing taxes, has always been one of the chief weapons of both politicians and dic- 
tators, 


HOW LONG WILL THE REAL ESTATE BOOM LAST? 


Sooner or later the current real estate boom will come to an end, Only a person 
totally lacking in economic perspective would believe that a boom like the present is 
normal and will continue indefinitely, The question, however, which concerns many 
of us is largely a question of timing. How rapidly will the collapse come, and when 


will the real depression in real estate develop; how severe will it be and when will it 
hit its lowest point? 


I know of only one way of answering this question and that is by studying and 
analyzing what has happened before, Clarence Darrow once said: “History repeats 
itself, That’s one of the things that’s wrong with history.” This is true to a certain 


extent, but generally the repetitions involve some modification from the patterns of 
the past, 


In an attempt to find out what the patterns of the past have been on real estate 
activity, on pages 8 and 9 in this report we have compared all of the real estate booms 
in the United States from 1795 to the present, On this chart all of the real estate 
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booms and depressions have been synchronized so that the highest point of the boom is 
the starting point for a series of grid lines indicating the number of years elapsing 
from the peak of the boom to the various parts of the succeeding cycle, It will be 
noticed that on the first four booms and depressions no attempt has been made to 
indicate monthly data as the chartings of these booms and depressions are approxi- 


mate from very incomplete data, It is believed, however, that the high and low points 
are approximately correct, 


In the eight complete cycles shown on this chart the average period of time from 
the peak of the boom to the point where real estate activity (voluntary transfers in 
relation to the number of families) crossed the normal line and the real estate de- 
pression started was four years, The longest period from the peak of a boom to the 
beginning of the succeeding depression was experienced in the boom of the eighties 


at five years, The shortest period was the boom of the early seventies when only 
three years elapsed, 


Should the present boom last the average length experienced during the past 153 
years, we would pass from boom into depression some time during 1950. If the 
collapse from the highest point were to correspond with the shortest experience of 
the past, we would pass from the boom period into the depression period some time 
in 1949, If, on the other hand, this boom should prove to be as long as the longest 
boom, we will not cross the normal line until some time in 1951, 


From the top of the boom to the bottom of the following real estate depression has 
averaged nine and one-half years, Should the next depression in real estate follow 
the average pattern of the entire history of the United States, we should hit the bot- 
tom of the next real estate depression some time during 1955, If this depression 
should follow the top of the boom with the shortest interval experienced in the past 
(an interval of six years), we should hit the bottom of the depression in 1952, If, on 
the other hand, this depression should follow the top of the boom with the longest 
interval experienced in the past (a period of thirteen years), we would not hit the 
bottom of the depression until 1959, 


Dewey and Dakin in their book on cyclesf published in 1947 point out that “the 
number of important rhythms that come to a low together around 1952 suggest the 
possibility of a growing postwar crisis,” 


My own opinion is that the bottom of the next real estate depression will be 
closer to 1955 than to 1952 or 1959, although I can see several reasons from the 
cycles of the past for believing that an earlier date than 1955 is possible, The boom 
of the early seventies which collapsed most quickly in the entire series, has the 
following points of agreement with the present: 


1, It was a postwar boom, coming after and intensified by the inflation of money 
during the Civil War period, The present is a postwar boom intensified by the in- 
flation of currency and credit during the World War II period, 


2. The boom of the early seventies arrived late from the standpoint of our 








+CYCLES, by Edward R, Dewey and Edwin F, Dakin, Henry Holt & Co., New York 
City, publishers, 
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idealized cycle, as shown by the long chart published by our organization, This boom 
Should have started two or three years earlier, The fact that this boom arrived 
late apparently did not delay the depression that followed, giving justification to a 
Statement made by Dewey and Dakin in their study on cycles, that after a distortion 
there is a tendency for the rhythm to snap back into phase with the old established 
pattern. In this connection, it might be well to point out again that the present real 
estate boom also arrived about three years late due to government regulations and 
restrictions, and if the depression of the late seventies can be taken as a pattern, the 
bottom of the depression of the fifties might arrive before 1955, After taking into 
consideration, however, all of the measured series prepared by our company, I am 
inclined to believe that at the present time the 1955 date looks more reasonable, 


For the benefit of those persons who prefer to study figures uncorrected for 
trends, our real estate activity index numbers from 1910 to the present are charted on 
page 4, It should be pointed out that the cycles of real estate activity as shown by 
this chart do not show directly fluctuations in real estate values, but merely the 
fluctuations in the rapidity with which real estate is changing hands, When real estate 
is changing hands most rapidly, however, it is selling at the highest price; when it is 
almost entirely frozen it is selling at a distress level, This being the case, these 
cycles of real estate activity do represent cycles of value, but the percentage change 
in activity from the low point of the depression to the high point of the boom, and vice 
versa, do not necessarily indicate a similar percentage change in value, 


It is my opinion that the peak of values on the average older smaller residential 
property has been passed some time ago and that there is very little chance that these 
values will be surpassed any time during the next fifteen years or more unless infla- 
tion should run more or less wild in the United States, This I think will not happen, 
although I am expecting some further increase in the general price level for commodi- 
ties and services, 


I think there is considerable possibility that the downward sweep of real estate 
activity may be reversed temporarily one or more times before the boom entirely 
disappears, It will be noticed that this occurred in the boom of the early seventies, 
but even that did not prevent it from being the shortest real estate boom on record, 


Persons in the brokerage business during the present position of the cycle should 
use every possible effort to secure real estate listings at prices in line with the 
prospects of further shrinkage in values, particularly on older properties, During 
1948, however, the shrinkage might not be rapid and to many might even seem to be 
a sideways movement, The tide is going out, however, and while the fact may be con- 
cealed by the waves at any given time, its gradual recession will be apparent if 
measured at sufficient intervals of time. 


The real estate cycles shown on these charts depict primarily the cycles in resi- 
dential real estate, This is due to the fact that the computations are based on the 
number of voluntary transfers, and since in these computations the transfer of an 
office building is only equivalent to the transfer of a single-family residence, the 
residential transfers predominate in such a fashion that they control the swings, 


Were the cycle prepared on larger properties only, the cycle would be very simi- 
lar but would hit the peak slightly later, as larger buildings are generally built 

















toward the end of real estate booms, This would apply primarily to big office build- 
ings, large hotels and large apartment properties, 


THE HOUSING SHORTAGE 


The latest figures would indicate that 860,000 dwelling units were started during 
1947, with probably 830,000 to 835,000 units completed during the year, More units 
are under construction than have ever been under construction at this season of the 
year at any time in the past, In relation to population, however, the present building 
rate is not nearly so high as the rate of the twenties, and the housing shortage will 
certainly continue during 1948 unless a recession in general business develops during 
the year. So long as demand remains at its present level, supply will have some 
difficulty in catching up, A relatively slight change in business conditions, however, 
will shrink demand to the point where residential vacancies will start appearing in 
some number, Our guess on the end of the housing shortage is still the same as the 
one we have made during the past few years, We believe that the acute housing 
shortage will be over by 1950 or 1951 and that by then scarcity premium on older 
properties will have practically disappeared, 


During the housing shortage very little weight has been given to obsolescence and 
depreciation, An older residence has been valued largely either as emergency shelter 
in a scarcity market or on the basis of the income it could produce as a rooming 
house, in spite of the fact that in many cases a large part of the income may have in- 
cluded a scarcity premium which the owner could not hope to collect under normal 
conditions, This was brought home to me quite vividly within the past six months, 
A large residence built by my father in 1894 and in which I was brought up cost 
originally $6,800 to build, without the ground, In 1894 it was in a very nice residen- 
tial district and it was well built, with 13-inch brick walls and with no 2 x 4 lumber - 
even the studs were 4 x 4’s, The woodwork was all quarter-sawed oak, In 1947 this 
building was 53 years old, In the meantime the neighborhood had degenerated into a 
rooming house area, and this building was used as a rooming house, with a monthly 
income, I have been told, of $700 a month, The building changed hands recently for 
$17,000. This sales price can only be supported by the unsound assumption that the 
very high scarcity rentals now secured from roomers will continue into the future as a 
perpetuity. 


CONSTRUCTION COSTS 


Last year I believed that construction costs would hit their peak some time early 
in the year, with a secondary peak two or three years from then, The greater part of 
the movement in 1947 was sideways in contrast with the very rapid upward move- 
ments in 1946, Inflationary forces, however, were too strong and after dropping for 
three or four months around the middle of the year, costs started up again and are 
now at a new peak, with the probability that they will go slightly higher this spring. I 
still feel, however, that there isn’t much more steam left in the boiler and that in 
the not too distant future costs will stabilize and then start to decline, 


Lumber is one of the trouble spots in the whole construction picture, The chart 
on the page opposite shows the various indexes of lumber, On this chart the dashed 
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red line shows the wholesale price of lumber from 1919 to the last figures available in 
December 1947, It will be noticed that lumber prices had started downward last 
spring when the new inflationary pressures developed, sending them up to new highs, 
It looks to me, however, as if these prices cannot hold, particularly in view of the 
increased stocks, both at the mill and in the yards, which are now becoming avail- 
able. Any drop in consumption could bring about a fairly rapid rise in inventories, 
Total stocks have already risen from a low of slightly more than five billion board 
feet last spring to about 9.3 billion. We would still advise buying for immediate 
needs only, as there is some chance of a considerable drop in price developing with 
any change in business conditions, The chance that this price drop will be as great 
as the drop in price in 1920 and 1921 is negligible (in 16 months wholesale lumber 
prices dropped by 59 per cent), but a drop of 20 to 30 per cent might be possible. 


NEW BUILDING 


Prior to the beginning of 1947 the cost of building residential buildings increased 
very rapidly, but in spite of this increase with the removal of controls on new con- 
struction, residential building started in volume until by late fall we were building 
more dwelling units in the United States than we had ever built before, The total 
number of new units for the year is below the number for 1925, but if the present 
rate continues, the next twelve months will set a record, 

Most forecasters believe that it will continue and that in spite of high costs we will 
build more dwelling units in 1948 than we have built in any calendar year in the past, 
I may be wrong, but it seems to me that there are many obstacles in the path of a 
record residential building year in 1948, So long as credit was easy and it was possi- 
ble to borrow practically the entire cost of a house, building proceeded at a rapid 
rate regardless of cost. There has been a very noticeable tightening up of-credit, 
however, in the past month, and it is becoming difficult to get a high percentage 
loan for a new building, The savings and loan associations are running out of lendable 
funds and many institutions are no longer satisfied with the percentage of return 
afforded by many mortgages, The 4 per cent provision for loans with the GI guaranty 
is meeting considerable resistance, All interest rates are creeping up gradually and 
mortgage rates will creep up with them, Certainly the risk element in high percentage 
loans made at today’s costs is very high, and the current mortgage rates are not high 
enough to compensate for this risk loading, except on insured loans, 


As I have pointed out in recent bulletins, I am very much afraid of a high volume of 
residential construction at today’s costs, and I think that attempts to stimulate addi- 
tional building volume by easy credit will intensify the present inflationary boom and 
the following deflationary crash, If we continue to build under these conditions at high 
costs, by the early 1950’s the construction industry will go into one of its periodic 
tailspins, carrying with it a large part of our economic activity. How much better it 
would be to attempt to stimulate additional building at that time through government 
guaranties than it is at the present time, 


Under normal conditions if this were not an election year I feel sure that we would 
already be experiencing a considerable recession in business, Every effort is being 
made to keep the inflation going until November, with only a few dissenting voices, It 
is true that the Administration is constantly asking for power to control the symptoms 
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of inflation, but Marriner Eccles and some members of Congress have stood almost 
alone in the recent past in trying to cure the basic disease, In view of the political 
aspects of the present situation, it seems to me that there is little chance of a col- 
lapse during the first six months of the year, but in the second six months and in 1949 
and 1950 anything can happen, It seems to me that the wise individual will attempt to 
get in a strong liquid position, This is certainly no time to increase indebtedness for 
the average individual or business man, I am afraid that a person borrowing money 
at the present time will find that he has borrowed dollars with relatively little value 
and that as these loans are paid off during the next ten to twenty years he will have 
to pay back dollars of considerably higher purchasing power, If this is true, even a 
4 per cent rate to the borrower may actually prove to be a rate of more than double 
that amount in terms of the things that a dollar will buy. If, during the next ten 
years, the value of a home financed 100 per cent with a GI amortized loan at a 4 
per cent interest rate decreases by 30 per cent, the actual annual interest cost when 
adjusted for the capital loss being experienced is equal to approximately 8.7 per 
cent, 


MORTGAGE ACTIVITY 


During the first part of 1948 mortgage money will be tight, as many mortgage 
lenders are rightly afraid of current trends, Whether this trend will continue through 
the year or not cannot be determined at the present time, There is a possibility that 
the retardation of new building which will result from a tight mortgage market might 
bring considerable additional Administration pressure on the FHA to liberalize its 
insurance policy, Any slowing down of new building while the present housing short- 
age continues will bring loud appeals to Congress and the Administration from 
veterans, builders and mortgage lenders, 


MORTGAGE INTEREST RATES 


For some time we have pointed out in our reports that all of the factors which 
made for low interest rates and which in the past were constantly pulling down on 
existing rates had changed and that now the same factors were all pushing up, In an 
uncontrolled and unguaranteed market, all interest rates (including mortgage interest 
rates) would now rise rapidly. In a controlled and guaranteed market they will rise 
slowly, but we have seen the low for the next ten to fifteen years, at least in mortgage 
rates, 


FORECLOSURES 


In many cities there is not yet any noticeable increase in the mortgage foreclosure 
rate, and there will be little increase in most communities during 1948 unless gen- 
eral business conditions show a marked drop in the latter part of the year. Many 
mortgage lenders, however, have been playing with fire during the past year, and I 
will be quite surprised if some of them do not get burned in the fifties, 


While the amortized loan will have a tendency, everything else being equal, to 
lower the foreclosure rate, the high percentage loans which have been made on 
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scarcity value will have a tendency to increase it, A real peak of foreclosures cannot 
be expected, however, for at least seven years, 


RENT CONTROL 


It now must be apparent to everyone that rent control will not be discontinued 
during 1948, As pointed out many years ago in these reports, rent control when 
once instituted is one of the most difficult of all controls to get rid of. The Housing 
Expediter has gone through the motions of studying the reports of various local rent 
control committees, With the exception of several minor communities, some excuse 
has been found for disallowing decontrol or a blanket increase in any community, re- 
gardless of the fact that the local committee may have made rather strong and docu- 
mented recommendations, During 1948 political expediency will surpass in im- 


portance any questions of equity. We also think it doubtful whether rent control will be 
abandoned in 1949, 


I think it most probable, however, that the present Congress will allow a 15 
per cent upward adjustment on all residential units not covered by lease in order 


to equalize the rents of those who voluntarily accepted a 15 per cent increase ona 
lease, 


MULTI-FAMILY BUILDINGS 


Multi-family buildings have increased in value during the past few years, even 
though rentals were frozen, Reduced vacancy and a smaller amount spent for decora- 
tions and repairs have oifset to some extent increased taxes and other operating 
costs, In almost all cases, too, the buyers have optimistically assumed that present 
net income would increase in the future due to increased construction costs on similar 
buildings and to a gradual relaxation of rent control, It is my opinion that the values 
of multi-family buildings will decline after 1950, as by that time vacancies will proba- 
bly be re-appearing, and in order to hold tenants it will be necessary to compete with 
other landlords also trying to maintain a high percentage of occupancy, There may 
still be some further increase in well-situated multi-family buildings, but I am sure 
that by that time these buildings will all “have been where they are going.” 


VACANT LAND 


Vacant land suitable for residential building is probably at or very close to its 
peak, As pointed out many times in our reports, the long-term trend for raw ground 
for residential use is down, The secondary trend due to an active building market is 
up. The cost of streets and sewers is also up, which has caused the selling price of 
lots with all improvements in to rise, After 1950, however, we think that the cost of 
putting in improvements will drop, building volume will start to slow down, and rapid 
mass and individual transportation will have improved with a resumption of the down- 
ward trend apparent over the past few hundred years, 
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OFFICE BUILDINGS 


Office buildings will still increase in value, in my opinion, due to the relatively 
small number which have been built since the bottom of the depression, and due to the 
fact that practically all cities are almost entirely out of space, New buildings cannot 
be built unless prospective tenants are willing to pay a square foot rent greatly in 
excess of the rent now being received in existing buildings, This will result in exist- 
ing space gradually being bid up until the differential between existing rents and rents 
which would have to be charged is far less than it is at the present, This situation, 
however, has been partially discounted by speculators who have been buying equities 
in office buildings wherever they could be purchased without substantial cash pay- 
ments, There is probably still some further profit in office buildings which are well 
located and well designed, A surprisingly large number of office buildings in many 
cities have changed hands since 1940, 


REAL ESTATE TAXES 


The chart below on real estate taxes shows that the average tax load per family 
on real estate has been increasing since 1944, It will continue to increase for a 
number of years, as all local governments will find themselves short of funds in a 
period when real estate values have risen faster than assessments, The temptation 
to raise assessments to the old relationship to values will be great, particularly in 
those communities where real estate is being assessed at considerably less than 
its actual sales price, We believe the bulge in the tax load in the next few years 
will be similar to the bulge shown on the chart following the First World War, 
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CENTRAL SHOPPING AREAS 


At the present time the values of most central retail shopping locations are moving 
sideways. In the last analysis the amount paid in rent is a percentage of the gross 
volume of business which can be done by an efficient merchandiser using the property 
for a logical use, If inflation hits its peak within the next few months, then moves 


sideways, and later starts to drop, retail store values of the centrally located prop- 
erties will follow suit, 


OUTLYING SHOPPING AREAS 


Many outlying retail store properties have increased greatly in value during the 
past two years; in fact, in many communities, in my opinion, the increase has been 
greater than can be supported by the volume of business which can be expected over 
a long period of years in these locations, If I were a tenant at the present time, I 
would want a percentage lease for a long period of years, as I think this type of lease 
would result in my paying a lower rent in the future than I am paying now. On the 
other hand, if I owned a building I believe that I would prefer a fixed amount lease, 
also for a long period, Of course, in the fixed amount lease, business might shrink 
to the point where the tenant could no longer afford to pay the amount specified, In 
that case, of course, it would be necessary either to re-adjust the amount or to find 
some other tenant who could, Even under these conditions a fixed amount lease would 
be preferable for the owner, as it would put all of the bargaining power in his hands, 


This opinion on leases applies to central shopping area properties as well as to out- 
lying ones, 


RURAL REAL ESTATE 


The prices for which agricultural lands will sell will probably move sideways 
during 1948, The boom in farm values is showing a tendency to flatten out, From 
July to November 1947 farm values on the average declined in Florida, California, 
Michigan and Virginia, The States which are still showing a large increase in farm 
values are North Dakota, Montana and New Hampshire, 


Farm values will not collapse suddenly in the period ahead, We think it far more 
likely that after the peak has been passed prices will drift down quite slowly over a 
long period of years, There is practically no chance of any collapse in the farm 
situation during 1948, and this fact will, of course, influence favorably many towns 
and cities depending primarily on agricultural areas for a large part of their busi- 
ness, 
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